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1. SIGNIFICANT ACCOUNTING POLICIES 

Organization and Operation — Physicians Health Choice of Arkansas, Inc. (the “Company”), is 
licensed as a health maintenance organization (HMO). Effective January 20, 2011, United Healthcare 
Services, Inc. (UHS) acquired all of the issued and outstanding capital stock of PHC Subsid iary 
Holdings, LLC the sole shareholder of the Company.   Effective January 20, 2011, the Company is a 
wholly owned subsidiary of PHC Subsidiary Holdings, LLC (PHC). PHC is a wholly owned subsidiary 
of UnitedHealthCare Services, Inc. (UHS), an HMO management corporation. UHS is a wholly owned 
subsidiary of UnitedHealth Group Incorporated (“UnitedHealth Group”). UnitedHealth Group is a 
publicly held company trading on the New York Stock Exchange.  Prior to the acquisition, the Company 
was 100% owned by PHC Subsidiary Holdings, LLC, which in turn was 100% owned by the ultimate 
parent WellMed Medical Management Inc.  

The Company is certified as a HMO by the Arkansas Insurance Department (the “Department”). The 
Company has entered into contracts with physicians, hospitals, and other health care provider 
organizations to deliver health care services for all enrollees. 

The Company did not renew its contract to offer Medicare Advantage benefit plans with the United 
States Department of Health’s Centers for Medicare and Medicaid Services (CMS) for 2011. Effective 
January 1, 2011, the Company no longer offers any insurance products or engages in any other business 
in the State of Arkansas.   

Basis of Presentation — The Company prepares its statutory financial statements on the basis of 
accounting practices prescribed or permitted by the Department. These statutory practices differ from 
accounting principles generally accepted in the United States of America (GAAP).  

The more significant differences are as follows:  

• Cash in the statutory basis financial statements represent cash balances and investments with 
original maturities of one year or less from the time of acquisition, whereas under GAAP, the 
corresponding caption of cash includes cash balances and investments that will mature in one year 
or less from the balance sheet date; 

• Outstanding checks are required to be netted against cash balances or presented as cash overdrafts if 
in excess of cash balances in the statutory basis statements of admitted assets, liabilities, and capital 
and surplus as opposed to being presented as other liabilities under GAAP; 

• Certain assets, including certain aged premium, net deferred tax assets and receivables from parents, 
subsidiaries and affiliates, are considered nonadmitted assets for statutory purposes and are excluded 
from the statutory basis statements of admitted assets, liabilities, and capital and surplus; 

• Under statutory accounting, the change to deferred tax assets and liabilities is recorded directly to 
unassigned surplus and deferred tax assets are subject to limitations regarding the realization and 
admissibility of the assets in the statutory basis financial statements, whereas under GAAP, the 
change in deferred tax assets and liabilities is recorded as a component of the income tax provision 
within the income statement and is based on the ultimate recoverability of the deferred tax assets.  
Based on the admissibility criteria under statutory accounting, any deferred tax assets determined to 
be nonadmitted are charged directly to surplus and excluded from the statutory basis financial 
statements, whereas under GAAP, such assets are included in the balance sheets; 

• Assets not specifically identified as an admitted asset by the NAIC are designated as nonadmitted 
under statutory accounting.  Nonadmitted assets are excluded from the statutory basis financial 
statements and are charged directly to unassigned surplus.  Under GAAP, such assets are included in 
the balance sheet;   

• Cash in the statutory basis statements of cash flows represent cash balances and investments with 
original maturities of one year or less from the time of acquisition. Under GAAP, the corresponding 
caption of cash and cash equivalents includes cash balances and cash equivalents with maturities of 
three months or less. The statutory basis statements of cash flows are prepared in accordance with 
the NAIC Annual Statement Instructions. 

The Department recognizes only statutory accounting practices prescribed or permitted by the State of 
Arkansas for determining and reporting the financial condition and results of operations of an HMO and 
for determining its solvency under Arkansas insurance law. The NAIC Accounting Practices and 
Procedures Manual (NAIC SAP) has been adopted with modifications as a component of prescribed or 
permitted practices by the State of Arkansas. No significant differences exist between prescribed or 
permitted practices by the State of Arkansas and NAIC SAP which materially affect the statutory basis 
net loss, capital and surplus, and total admitted assets, as illustrated in the table below: 
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2011 2010

Net loss — Arkansas basis 96,111$      2,329,548$ 

Net loss— NAIC SAP 96,111$      2,329,548$ 

Capital and surplus — Arkansas basis 2,942,369$ 3,025,696$ 

Capital and surplus — NAIC SAP 2,942,369$ 3,025,696$ 

Total admitted assets — Arkansas basis 2,952,354$ 3,170,567$ 

Total admitted assets — NAIC SAP 2,952,354$ 3,170,567$  

Use of Estimates — The preparation of these statutory basis financial statements in conformity with the 
NAIC Annual Statement Instructions and the NAIC SAP include certain amounts that are based on the 
Company’s estimates and judgments. These estimates require the Company to apply complex 
assumptions and judgments, often because the Company must make estimates about the effects of 
matters that are inherently uncertain and will change in subsequent periods. The most significant 
estimates relate to hospital and medical benefits and premium reserves. The Company adjusts these 
estimates each period as more current information becomes available. The impact of any changes in 
estimates is included in the determination of net loss in the period in which the estimate is adjusted. 

Cash and Invested Assets — Cash represents cash held by the Company in disbursement accounts.  
Payments are made from the disbursement accounts daily. Cash overdrafts are a result of timing 
differences in funding disbursement accounts.  

Investment Income Due and Accrued — Investment income earned and due as of the reporting date in 
addition to investment income earned but not paid or collected until subsequent periods are reported as 
investment income due and accrued in the statutory basis statements of admitted assets, liabilities, and 
capital and surplus. The Company evaluates the collectability of the amounts due and amounts 
determined to be uncollectible are written off in the period in which the determination is made. 

Net Investment Income Earned — Net investment income earned includes investment income 
collected during the period, as well as the change in investment income due and accrued on the 
Company’s holdings.  

Receivables from Parent, Subsidiaries, and Affiliates and Amounts Due to Parent, Subsidiaries, 
and Affiliates — In the normal course of business, the Company has various transactions with related 
parties (see Note 10).  The Company reports any unsettled amounts due as receivables from parent, 
subsidiaries, and affiliates in the statutory basis statements of admitted assets, liabilities, and capital and 
surplus.  The Company has excluded receivables that do not meet the admissibility criteria from the 
statutory basis statements of admitted assets, liabilities, and capital and surplus. 

Hospital and Medical Expenses — Hospital and medical expenses include estimates for the costs of 
health care services enrollees have received. 

Net Deferred Tax Asset and Federal Income Taxes Incurred — Statutory accounting requires an 
amount to be recorded for deferred taxes on temporary differences between the financial reporting and 
tax bases of assets and liabilities, subject to a valuation allowance and admissibility limitations on 
deferred tax assets (see Note 9).  The provision for federal income taxes incurred is calculated based on 
applying the statutory federal income tax rate of 35% to net income before federal income taxes plus 
capital gains tax/less capital gains tax benefit subject to certain adjustments (see Note 9). 

General Administrative Expenses — Pursuant to the terms of the management agreement (see 
Note 10), the Company pays a management fee to PHC in exchange for administrative and management 
services. Costs for items not included within the scope of the management agreement are directly 
expensed as incurred. State income taxes are also a component of general administrative expenses. A 
detailed review of PHC’s and the Company’s administrative expenses is performed to determine the 
allocation between claims adjustment expenses and general administrative expenses to be reported in the 
statutory basis statements of operations. 

Revenues — Revenues consist of net premium income that is recognized in the period in which 
enrollees are entitled to receive health care services.  Net premium income is shown net of reinsurance 
premiums. Premiums received in full during the current period which are not due until future periods are 
recorded as premiums received in advance in the accompanying statutory basis statements of admitted 
assets, liabilities, and capital and surplus. Unearned premiums are established for the portion of 
premiums received during the current period that are partially unearned at the end of the period and are 
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included in aggregate health policy reserves in the accompanying statutory basis statements of admitted 
assets, liabilities, and capital and surplus. 

Vulnerability Due to Certain Concentrations — The Company is subject to substantial federal and 
state government regulation, including licensing and other requirements relating to the offering of the 
Company’s existing products in new markets and offerings of new products, both of which may restrict 
the Company’s ability to expand its business. 

Net premium income from members and CMS related to Medicare Advantage as a percentage of net 
premium income is 100% for the years ended December 31, 2011 and 2010.  

Restricted Cash Reserves — The Company is required by the State of Arkansas to maintain a 
minimum regulatory deposit (currently $300,000). The Company is in compliance with this requirement 
as of December 31, 2011 and 2010. This restricted cash reserve consists of certificates of deposit. This 
reserve is included in cash in the accompanying statutory basis statements of admitted assets, liabilities, 
and capital and surplus. Interest earned on this reserve accrues to the Company. 

Minimum Capital and Surplus — Under the laws of the state of Arkansas, the Department requires the 
Company to maintain a minimum capital and surplus of $100,000. The Company had approximately 
$2,942,369 and $3,025,696 in total statutory basis capital and surplus as of December 31, 2011 and 
2010, respectively, which is in compliance with the required amount 

Risk-based capital (RBC) is a regulatory tool for measuring the minimum amount of capital appropriate 
for a managed care organization to support its overall business operations in consideration of its size and 
risk profile. The Department requires the Company to maintain minimum capital and surplus equal to 
the greater of the state statute as outlined above or the company action level as calculated by the RBC 
model. The Company is in compliance with the required amount. 

Recently Issued Accounting Standards — In December 2010, the NAIC adopted revisions to 
Statements of Statutory Accounting Principles (SSAP) No. 10R, Income Taxes – Revised,  A Temporary 
Replacement of SSAP No. 10 (SSAP No. 10R), which extended the effective date of the temporary 
replacement through the interim and annual financial statement periods of 2011.  The revision to the 
temporary standard adds additional disclosures related to the impact of tax planning strategies and the 
nature of the net admitted deferred tax assets by percentage and tax character.  These disclosures are 
incorporated in Note 9 – Income Taxes, as applicable.   

In December 2010, the NAIC issued revisions to SSAP No. 100, Fair Value Measurements (SSAP No. 
100).  SSAP No. 100 established a framework for measuring fair value and establishes disclosure 
requirements about fair value.  The original statement was early adopted for December 31, 2009, with 
interim and annual financial statement reporting thereafter.  The 2010 revisions to SSAP No. 100 relate 
to the reporting and disclosure of investments measured and reported at fair value and are effective for 
December 31, 2010 annual financial statements. The Company adopted the revisions to SSAP No. 100 
as of December 31, 2010, and the related disclosure requirements are outlined in Note 20– Fair Value 
Measurements. 

In November 2011, the NAIC adopted Statement of Statutory Accounting Principles (SSAP) No. 101, 
Income Taxes — A Replacement of SSAP No. 10R and SSAP No. 10, effective for 2012 interim and 
annual financial statements and beyond. The new standard includes revised guidance for tax 
contingencies, non-elective deferred tax asset admissibility test along with significant modifications to 
the deferred tax asset admissibility test, and disclosure modifications.  A change resulting from the 
adoption of this revised statement shall be accounted for prospectively. The Company has assessed the 
impact of adopting SSAP No. 101 and believes that there will not be a material impact to total capital 
and surplus.   
 

2. ACCOUNTING CHANGES AND CORRECTION OF ERRORS 

No changes in accounting principles have been recorded during the years ended December 31, 2011 and 
2010. 

3. BUSINESS COMBINATIONS AND GOODWILL 

The Company was not party to a business combination during the years ended December 31, 2011 and 
2010, and does not carry goodwill in its statutory basis statements of admitted assets, liabilities, and 
capital and surplus. 
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4. DISCONTINUED OPERATIONS 

The Company did not renew its contract to offer Medicare Advantage benefit plans with CMS for 2011. 
Effective January 1, 2011, the Company no longer offers any insurance products or engages in any other 
business in the State of Arkansas.   

5. INVESTMENTS AND OTHER INVESTED ASSETS 

The Company has no mortgage loans, real estate loans, restructured debt, reverse mortgages, repurchase 
agreements, or investments in low-income housing tax credits and does not participate in securities 
lending activities.  The Company also has no real estate property occupied by the Company, real estate 
property held for the production of income, or real estate property held for sale.   

6. JOINT VENTURES, PARTNERSHIPS, AND LIMITED LIABILITY COMPANIES 

The Company has no investments in joint ventures, partnerships, or limited liability companies. 

7. INVESTMENT INCOME 

The Company has admitted all investment income due and accrued in the accompanying statutory basis 
statements of admitted assets, liabilities, and capital and surplus. 

The components of net investment income earned at December 31, 2011 and 2010, are as follows: 

2011 2010

Cash 2,746$   3,001$   

Net investment income earned 2,746$   3,001$   
 

8. DERIVATIVE INSTRUMENTS 

The Company has no derivative instruments. 

9. INCOME TAXES   

The components of the net deferred tax asset for the years ended December 31, 2011 and 2010, are as 
follows:  

 2011  2010  Change

 Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Gross deferred tax asset 1,445$  -     $    1,445$  6,041$ -     $   6,041$ (4,596)$  -     $   (4,596)$ 
Statutory valuation allowance 1,445        -       1,445    -           -          -           1,445     -          1,445     
     Adjusted gross deferred tax asset -           -           -           6,041            6,041   (6,041)             (6,041)   
Gross deferred tax liabilitites -           -           -           -           -          -           -             -          -            

     Net deferred tax asset -           -           -           6,041   -          6,041   (6,041)             (6,041)   
Deferred tax asset nonadmitted -           -           -           -           -          -           -             -          -            

Net admitted deferred tax asset -     $    -     $    -     $    6,041$ -     $   6,041$ (6,041)$  -     $   (6,041)$ 
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The components of the adjusted gross deferred tax assets admissibility calculation under SSAP No. 10R, 
Income Taxes – Revised, A Temporary Replacement of SSAP No. 10, are as follows: 

SSAP 10R  2011  2010  Change
Paragraph Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

¶ 10.a
Federal income taxes 
recoverable through loss 
carryback

-     $  -     $ -     $      -     $  -     $ -     $  -     $   -     $ -     $      

¶ 10.b.i.

Adjusted gross deferred tax 
assets expected to be realized 
within one year of the balance 
sheet date not recovered via 
loss carrybacks

-         -        -             -         -        -         -          -        -             

¶ 10.b.ii.

Ten percent adjusted statutory 
capital and surplus shown on 
most recently filed financial 
statement

-         -        294,244 -         -        -         -          -        294,244 

Admitted pursuant to ¶ 10b 
(lesser of i. or ii.)

-         -        -             -         -        -         -          -        -             

¶ 10.c

Adjusted gross deferred tax 
assets after application of 
above items that can be offset 
against existing gross deferred 
tax liabilities

-         -        -             -         -        -         -          -        -             

Admitted deferred tax asset -     $  -     $ -     $      -     $  -     $ -     $  -     $   -     $ -     $      

 

The Company has not elected to admit additional deferred tax assets under the expanded admissibility 
test.  

No additional adjusted gross deferred tax assets are included in the accompanying statutory basis 
statements of admitted assets, liabilities, and capital and surplus as a result of tax-planning strategies. 

The results from the deferred tax asset admissibility calculation in relation to total admitted assets and 
total capital and surplus is presented below: 

 2011  2010  Change
 Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Admitted deferred tax asset -     $     -     $  -     $         -     $         -     $  -     $         -     $      -     $  -     $          
Total admitted assets at December 31 2,952,354  3,170,567  (218,213)    
Adjusted capital and surplus at September 30 2,942,441  3,170,567  (228,126)    
Total capital and surplus from net deferred 
       tax assets at December 31 2,942,369  3,025,696  (83,327)      

 

There are no unrecognized deferred tax liabilities. 

The current federal income taxes recoverable for the years ended December 31, 2011 and 2010, are as 
follows: 

2011 2010 Change
 

Federal income taxes benefit (51,997)$   (1,168,425)$    1,116,428$   

Total current federal income taxes benefit (51,997)$   (1,168,425)$    1,116,428$   

1 2010 amounts exclude the impact of the federal deferred income expense as a component of the federal income 
tax provision to be consistent and comparable with the 2011 presentation.

1
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets 
and liabilities at December 31, 2011 and 2010, are as follows:  

 
2011 2010 Change

Ordinary deferred tax assets:
  Intangibles 1,289$     1,410$     (121)$      
  Nonadmitted assets 156          4,631       (4,475)     
           Subtotal ordinary gross deferred tax asset 1,445       6,041       (4,596)     

Statutory valuation allowance - ordinary (1,445)     -              -              

            Adjusted ordinary gross deferred tax asset -              6,041       (4,596)     

Nonadmitted ordinary deferred tax asset -              6,041       (6,041)     

Admitted net deferred tax asset -     $       -     $       -     $        

The Company assessed the potential realization of the gross deferred tax asset and established a 
valuation allowance of $1,445 and $0 to reduce the gross deferred tax asset to $0 and $6,041 as of 
December 31, 2011 and 2010, respectively which represents the amount of the asset estimated to be 
recoverable via carryback of losses and reduction of future taxes. The application of the statutory 
valuation allowance is required under SSAP No. 10R effective for 2009 through 2011. The change in the 
valuation allowance is attributable to the change in timing of deductibility of expenses and/or 
expectations for future taxable income.  

The provision for federal income taxes benefit is different from that which would be obtained by 
applying the statutory federal income tax rate of 35% to net loss before federal income taxes. The 
significant items causing this difference are as follows: 

2011 2010

Tax provision at the federal statutory rate (51,847)$        (1,209,245)$   
Change in statutory valuation allowance 1,445              -                     
Prior year true-up (28)                 111                 
Other current year items -                     142                 
Tax effect of nonadmitted assets 4,474              83,474            

Total (45,956)$        (1,125,518)$   

Federal income taxes incurred (51,997)$        (1,168,425)$   
Change in net deferred tax asset 6,041              42,908            

Total statutory income taxes (45,956)$        (1,125,517)$   

 

At December 31, 2011, the Company had no net operating loss carryforwards. 

Current federal income taxes payable (recoverable) of $9,985 and ($731,357) as of December 31, 2011 
and 2010, respectively, are included in the accompanying statutory basis statements of admitted assets, 
liabilities, and capital and surplus. Federal income taxes paid, net of refunds was $62,000 in 2011. 

There are no federal income taxes available for recoupment in 2011 and 2010, in the event of future net 
losses. 

The Company has not admitted any aggregate amounts of deposits that are included within Section 6603 
(“Deposits made to suspend running of interest on potential underpayments, etc.”) of the Internal 
Revenue Service Code. 

The Company does not have a provision for tax contingencies recorded as of December 31, 2011 or 
2010. 

The Company is included in a consolidated federal income tax return with its ultimate parent, 
UnitedHealth Group. The entities included within the consolidated return are included in NAIC 
Statutory Statement Schedule Y – Information Concerning Activities of Insurer Members Of A Holding 
Company Group.  Federal income taxes are paid to or refunded by UnitedHealth Group pursuant to the 



ANNUAL STATEMENT FOR THE YEAR 2011 OF THE  Physicians Health Choice of Arkansas, Inc.

25.6

 

 

terms of a tax-sharing agreement, approved by the Board of Directors, under which taxes approximate 
the amount that would have been computed on a separate company basis, with the exception of net 
operating losses and capital losses.  For these losses, the Company receives a benefit at the federal rate 
in the current year for current taxable losses incurred in that year to the extent losses can be utilized in 
the consolidated federal income tax return of UnitedHealth Group. UnitedHealth Group currently files 
income tax returns in the U.S. federal jurisdiction, various states, and foreign jurisdictions. The U.S. 
Internal Revenue Service (IRS) has completed exams on UnitedHealth Group’s consolidated income tax 
returns for fiscal years 2010 and prior. UnitedHealth Group’s 2011 tax return is under advance review 
by the IRS under its Compliance Assurance Program (CAP). With the exception of a few states, 
UnitedHealth Group is no longer subject to income tax examinations prior to 2004 in major state and 
foreign jurisdictions. The Company does not believe any adjustments that may result from these 
examinations will be material to the Company. 

10. INFORMATION CONCERNING PARENT, SUBSIDIARIES, AND AFFILIATES 

Effective January 1, 2011, the Company entered into a management agreement with PHC that ended on 
June 30, 2011. This agreement had been approved by the Department. PHC provided management 
services to the Company in exchange for a monthly fee. 

Management believes that its transactions with affiliates are fair and reasonable; however, operations of 
the Company may not be indicative of those that would have occurred if it had operated as an 
independent company. 

The administrative services paid to related parties that are included as general administrative expenses in 
the accompanying statutory basis statements of operations for the years ended December 31, 2011 and 
2010, are shown below:  

2011 2010

PHC Subsidiary Holdings, LLC 130,092$    48,674$         
Wellmed Medical Management, Inc. -                  94,960           

Total 130,092$    143,634$       
 

At December 31, 2011 and 2010, the Company reported $0 and $143,634, respectively, as amounts due 
to parent, subsidiaries, and affiliates, which are included in the statutory basis statements of admitted 
assets, liabilities, and capital and surplus. These balances are generally settled within 90 days from the 
incurred date.  Any balances due to the Company that are not settled within 90 days are considered 
nonadmitted assets. There was $446 and $0 due from parents, subsidiaries, and affiliates as of 
December 31, 2011 and 2010, respectively. The receivable from parents, subsidiaries, and affiliates as of 
December 31, 2011 and 2010, was nonadmitted as required by the Department. 

The Company does not have any investments in a subsidiary, controlled, or affiliated entity that exceeds 
10% of admitted assets.   

The Company has not extended any guarantees or undertakings for the benefit of an affiliate or related 
party, it does not have any investments in a foreign insurance subsidiary and it does not hold any 
investments in a downstream noninsurance holding company. 

The Company has entered into a Tax Sharing Agreement with UnitedHealth Group (see Note 9). 

11. DEBT 

The Company had no outstanding debt with third parties during 2011 and 2010. 

12. RETIREMENT PLANS, DEFERRED COMPENSATION, POSTEMPLOYMENT BENEFITS 
AND COMPENSATED ABSENCES, AND OTHER POSTRETIREMENT BENEFIT PLANS 

The Company has no retirement plan, deferred compensation, or other benefit plans, since all personnel 
are employees of UHS.  

13. CAPITAL AND SURPLUS, SHAREHOLDERS’ DIVIDEND RESTRICTIONS, AND 
QUASI-REORGANIZATIONS 

The Company has issued common stock at par value of $1,000. The Company has no preferred stock 
outstanding. All issued and outstanding shares of common stock are held by the Company’s parent, PHC 
Subsidiary Holdings, LLC.  
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Under the Laws of the State of Arkansas, dividends may be declared by an HMO at any time from any 
and all admitted assets in excess of all liabilities, as long as the HMO meets its required deposit and net 
worth requirements.  Dividends are not cumulative.   

The Company received a cash infusion of $2,000,000 during the year ended December 31, 2010 from 
PHC which was recorded as an increase to gross paid-in and contributed surplus in the accompanying 
statutory basis statements of admitted assets, liabilities, and capital and surplus. 

There are no restrictions placed on the Company’s unassigned surplus. The Company does not hold any 
stock, including stock of affiliated companies for special purposes, such as conversion of preferred stock, 
employee stock options or stock purchase warrants. 

The Company does not have any special surplus funds.  

The portion of unassigned funds represented or (reduced by) each item below is as follows:  

2011 2010

Net deferred income taxes -     $          42,908$     
Nonadmitted assets 446            19,271       

Total 446$          62,179$     
 

The Company has never been a party to a quasi-reorganization and does not have any outstanding 
surplus notes. 

14. CONTINGENCIES 

Because of the nature of the business, the Company is routinely made party to a variety of legal actions 
related to the design and management of its service offerings. The Company records liabilities for 
estimates of probable costs resulting from these matters where appropriate. These matters include, but 
are not limited to, claims relating to health care benefits coverage, medical malpractice actions, contract 
disputes, and claims related to certain other business practices. Although the outcomes of any such legal 
actions cannot be predicted, in the opinion of management, the resolution of any currently pending or 
threatened actions will not have a material adverse effect on the accompanying statutory basis 
statements of admitted assets, liabilities, and capital and surplus or statutory basis statements of 
operations of the Company. 

The Company’s business is regulated at the federal, state and local levels.  The laws and rules governing 
the Company’s business and interpretations of those laws and rules are subject to frequent change.  
Broad latitude is given to the agencies administering those regulations.  Further, the Company must 
obtain and maintain regulatory approvals to market and sell many of its products. 

The Company has been and is currently involved in various governmental investigations, audits and 
reviews. These include routine, regular and special investigations, audits and reviews by CMS, state 
insurance and health and welfare departments, state attorneys general, the Office of Inspector General 
(OIG), the Office of Personnel Management, the Office of Civil Rights, U.S. Congressional committees, 
the U.S. Department of Justice, U.S. Attorneys, the SEC, the IRS, the U.S. Department of Labor, the 
Federal Deposit Insurance Corporation and other governmental authorities.  Examples of audits include 
the risk adjustment data validation (RADV) audits discussed below and a review by the U.S. Department 
of Labor of the Company’s administration of applicable customer employee benefit plans with respect to 
ERISA compliance.  

Government actions can result in assessment of damages, civil or criminal fines or penalties, or other 
sanctions, including loss of licensure or exclusion from participation in government programs and could 
have a material adverse impact on the accompanying statutory basis statements of admitted assets, 
liabilities, and capital and surplus or statutory basis statements of operations of the Company. 

The Company is not aware of any assessments, potential or accrued, that could have a material 
financial effect on the operations of the entity or any gain contingencies that should be recorded or 
disclosed in the financial statements. 

There are no assets that the Company considers to be impaired at December 31, 2011 and 2010.  
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15. LEASES 

The Company subleased office space in Little Rock, Arkansas under an operating lease which was 
terminated on April 30, 2010.  Rent expense for facility operating leases totaled $0 and $114,544 in 
2011 and 2010, respectively, which is included in general administrative expenses within the statutory 
basis statements of operations. 

16. INFORMATION ABOUT FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK 
AND FINANCIAL INSTRUMENTS WITH CONCENTRATIONS OF CREDIT RISK 

The Company does not hold any financial instruments with off-balance-sheet risk or concentrations of 
credit risk. 

17. SALE, TRANSFER, AND SERVICING OF FINANCIAL ASSETS AND EXTINGUISHMENTS 
OF LIABILITIES 

The Company did not participate in any transfer of receivables, financial assets, or wash sales. 

18. GAIN OR LOSS TO THE REPORTING ENTITY FROM UNINSURED PLANS AND THE 
UNINSURED PORTION OF PARTIALLY INSURED PLANS 

The Company did not have any uninsured or partially insured accident and health plans.  

19. DIRECT PREMIUM WRITTEN/PRODUCED BY MANAGING GENERAL 
AGENTS/THIRD-PARTY ADMINISTRATORS 

The Company did not have any direct premiums written or produced by managing general agents or 
third-party administrators. 

20. FAIR VALUE MEASUREMENT 

The NAIC SAP defines fair value, establishes a framework for measuring fair value, and outlines the 
disclosure requirements related to fair value measurements. The fair value hierarchy is as follows: 

Level 1 — Quoted (unadjusted) prices for identical assets in active markets. 

Level 2 — Other observable inputs, either directly or indirectly, including: 

• Quoted prices for similar assets in active markets 

• Quoted prices for identical or similar assets in nonactive markets (few transactions, limited 
information, noncurrent prices, high variability over time, etc.) 

• Inputs other than quoted prices that are observable for the asset (interest rates, yield curves, 
volatilities, default rates, etc.) 

• Inputs that are derived principally from or corroborated by other observable market data 

Level 3 — Unobservable inputs that cannot be corroborated by observable market data. 

The estimated fair values of investments are based on quoted market prices, where available. The 
Company obtains one price for each security primarily from a third-party pricing service (pricing 
service), which generally uses quoted or other observable inputs for the determination of fair value. The 
pricing service normally derives the security prices through recently reported trades for identical or 
similar securities, making adjustments through the reporting date based upon available observable 
market information. For securities not actively traded, the pricing service may use quoted market prices 
of comparable instruments or discounted cash flow analyses, incorporating inputs that are currently 
observable in the markets for similar securities. Inputs that are often used in the valuation methodologies 
include, but are not limited to, non-binding broker quotes, benchmark yields, credit spreads, default rates 
and prepayment speeds. As the Company is responsible for the determination of fair value, it performs 
quarterly analyses on the prices received from the pricing service to determine whether the prices are 
reasonable estimates of fair value. Specifically, the Company compares the prices received from the 
pricing service to prices reported by its custodian, its investment consultant and third-party investment 
advisors. Additionally, the Company compares changes in the reported market values and returns to 
relevant market indices to test the reasonableness of the reported prices. Based on the Company’s 
internal price verification procedures and review of fair value methodology documentation provided by 
independent pricing services, the Company has not historically adjusted the prices obtained from the 
pricing service.  
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In instances in which the inputs used to measure fair value fall into different levels of the fair value 
hierarchy, the fair value measurement has been determined based on the lowest level input that is 
significant to the fair value measurement in its entirety. The Company’s assessment of the significance 
of a particular item to the fair value measurement in its entirety requires judgment, including the 
consideration of inputs specific to the asset or liability.  

The Company has does not have any financial assets that are measured and reported at fair value on the 
statutory basis statements of admitted assets, liabilities, and capital and surplus at December 31, 2011 
and 2010.   

The Company does not have any financial assets with a fair value hierarchy of level 3.   

21. OTHER ITEMS 

The Company’s business is regulated at federal, state and local levels, and the Company must obtain and 
maintain regulatory approvals to market and sell many of its products. The laws and rules governing the 
Company’s business and interpretations of those laws and rules are subject to frequent change. Broad 
latitude is given to the agencies administering those regulations. State legislatures and Congress 
continue to focus on health care issues.   

The Company did not encounter any extraordinary items for the years ended December 31, 2011 or 
2010. 

The Company has no troubled debt restructurings as of December 31, 2011 or 2010. 

The Company routinely evaluates the collectability of all receivable amounts included within the 
statutory basis statements of admitted assets, liabilities, and capital and surplus. Reserves are established 
for those amounts where collectability is uncertain. Based on the Company’s past experience, exposure 
related to uncollectible balances and the potential of loss for those balances not currently reserved for is 
not material to the Company’s financial condition. 

The Company has not received any business interruption insurance recoveries during 2011 and 2010, 
and does not have any state transferable tax credits or hybrid securities as of December 31, 2011 and 
2010. 

22. EVENTS SUBSEQUENT 

The Company has evaluated subsequent events through February 28, 2012, which is the date these 
statutory basis financial statements were available for issuance. 

There are no events subsequent to December 31, 2011, that require disclosure.  

23. REINSURANCE 

The Company does not have any external reinsurance agreements in place as of December 31, 2011 or 
2010. 

24. RETROSPECTIVELY RATED CONTRACTS AND CONTRACTS SUBJECT TO 
REDETERMINATION 

The Company does not have any retrospectively rated contracts or contracts subject to redetermination 
as of December 31, 2011 or 2010.  

The Company does not have any business currently subject to specific minimum loss ratio requirements 
for the years ended December 31, 2011 and 2010 (see Note 14). 

25. CHANGE IN INCURRED CLAIMS AND CLAIMS ADJUSTMENT EXPENSES 

The Company did not have any incurred claims or claims adjustment expenses. 

26. INTERCOMPANY POOLING ARRANGEMENTS 

The Company did not have any intercompany pooling arrangements in 2011 or 2010. 

27. STRUCTURED SETTLEMENTS 

The Company did not have structured settlements in 2011 or 2010. 
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28. HEALTH CARE AND OTHER RECEIVABLES 

The Company did not have any Health Care and Other Receivables in 2011 or 2010. 

29. PARTICIPATING POLICIES 

The Company did not have any participating contracts in 2011 or 2010. 

30. PREMIUM DEFICIENCY RESERVES 

The Company has not recorded any premium deficiency reserves as of December 31, 2011 or 2010. 

31. ANTICIPATED SALVAGE AND SUBROGATION 

Due to the type of business being written, the Company has no salvage. As of December 31, 2011 and 
2010, the Company had no specific accruals established for outstanding subrogation, as it is considered a 
component of the actuarial calculations used to develop the estimates of claims unpaid and aggregate 
health claim reserves. 
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'*� �����������������������.����-� ����������������	��
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�,$� 6�������� �&� ���'�������� �&� �������.�*����)*��� �.�&� ���"��*(��)�� ����� �����������������'�����������������.���-� ����������������	��
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�2$� = � ��������������!�"�(��)����)����� ����* �������+��)�6���.(� �,������*  ������� "��4� �+��������� �&� ���'�������������:��*��4������ ��"����
�������*���&����������������� �&� ���'��������������)�)���-�0���� ���������* ���������)��'�& �' �.���)) ����)�����2$,1 ������	������������

�2$� #����"�'�4���*�����)���.&��������� .������ ������'���� ���
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�2$, 
� ����* �������)��'�& �' �.�"�& �4�)����)��� �&������������& �' �.�����*)��'�4��*���� �������� �����)��.�*�����������)����* �����"���)�
+����� �������� ��������  ��)����� ����?(������������$�0������� ����4�������� ��� �����������5�+�� ����������� .��������������& �4�)�)1
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�2$2 6����������.&���@�����* �������)��'�& �' �.�.�������� �A*� �.������� �������� .��'�& �' �.�����*�����)�����������!?/���)���&�����
#��� *������-� ���������������������������	��

�2$% #�����+� �����2$2�������"� �&� ���.�*������������� ����� ������ .��'�& �' �.�$� < �

�2$3 #�����+� �����2$2������"� �&� ���.�*������������� ����� ����� �& �' �.�$� < �

�2$5 6������* ����* ���������)��'�& �' �.� �A*� �����B �0)�.���������* �����1���)���%B�0�� ��'�����* �����1�� �.�������*��� &� ����������
�*���������������� ���-� ���������������������������	��

�2$7 6�������� �&� ���'�����������?�).���+��������������� ��� ����4�)�� �.�������*��� &� ���������(���+����B-� ���������������������������	��

�2$8 6�������� �&� ���'��������� ����� �&� ���'��������C�����* ���������)��'��'����*����D������	���� ����* ���������)��'��' ��.����0	���1����
���)*������* ���������)��'-� ���������������������������	��
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�� ��3��4�0��/(�����/ �������/'2�������#���  �*��� ����$����(��5$.6$� ����������������	��

�%$� #�����"������������-�/������ �������,���-'� �.����������/  ������� 7 �%$����/'2������� �)/ �������* ��-����� 8 �

�%$����/'2������� �1� ��� �)/ �������* ��-����� 8 �

�%$�.��/'2�������(���� � �)/ �������* ��-����� 8 �

�%$�5��/'2������� �1� ���(���� � �)/ �������* ��-����� 8 �

�%$�%����(*�(����������� ��� 8 �

�%$�9������(�/�(� ��)������* ��-����� 8 �

�%$�:������ �����!�� ����� ����/ ������ ��� ����(������������� 8 �

�%$�;����(�)�����+����������� ����� � �*/���� ��'�(�� 8 
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�%$�<����� � 8 �
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�9$� ,�������� �)� ���*����������1��������(*��*�� ����������� �)� ��(��������(/���,=3� ����������������	��

�9$� #�����"���������-) ������1��(��� �)��������������(*��*�) �* �-�'����-�(���1����'����������(�-������ �������3� ����������������������
����	��
#����"����������(��� �)�����+��������������-���$

�:$� & � ������) ���  �(�����!��� �'��(���+��(�������,���-'� �.����������/  ������� �-��(��� �������1� ��'���������>/���"�� "���������)������������
���/� "����1� ��'���������>/���3� ����������������	��

�:$� #�����"������������-�/������ �������,���-'� �.����������/  ������� $� 8 �

�;$ �0��/(��*����-���������(/�����?��� ��.�?��)������,�)�����"� ����������"�-� �*�*����������(���1���-��������(�)����������������� �)� ���*�������@��
�������"�1�/����� ��������(�)�����'�0��"�+� ����������!�"�'��(����(����� ����/ �����"��+��(��� �/*��/�������/  ������� ����(�)/ �/���������
�/���(�����* ��-����+������>/������(�'��!�� �� /�����-)����������� (�����+�������������"�###�?�A��� ����0�-�������������(� ������"�
$�
�/���/ ���*����� �������
/�������"��/���(����� �����!��)��*��* ��-��������������#��
������������(�������0�-��� ��
��('��!3 ����������������	��

�;$�� 
� ��* ��-������������-)���+�������� �>/� �-��������������#��
������������(�������0�-��� ��
��('��!"���-)��������������+��*7
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��-������/���(���4�6

�
�/���(���@���(( ���

�;$�� 
� ������* ��-����������(��������-)���+�������� �>/� �-��������������#��
������������(�������0�-��� ��
��('��!"�) �1�(��������-�"����������
��(�����-)������0)��������7

�
��-�4�6

�
��������4�6

.
��-)������0)��������4�6

�;$�. 
�1����� ��'������������*��"�����/(��*���-������*��"���������/���(���4�6��(�������(�����;$���(/ ��*������/  ������� 3 ����������������	��

�;$�5 #�����"�*�1���/�����(���-)��������� -������ ������*���� ���7
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��(��/���(���

�
��+��/���(���
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�;$�% #(�������������1���-�����(1��� �"�' �!� �B(���� ��� ���(�1�(/���������*����'���������' �!� �B(���� ���������1������������������1���-��������/���"�
���(������/ ��������(���1���/��� �������-�!����1���-��������'������������� �)� ���*�������7
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9�$9 ������� 
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9�$0 &��� �3��������, ����� �+����*��,����@�*����*��� +����(�������� �)��,��7

�
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